This is the final draft of New Rule 13501 and may be used to
determine tax liability or exenptions.

NEW SECTI ON

WAC 458-20- 13501 Ti nber har vest oper ati ons. (1)
I ntroduction. Tinber harvest operations generally consist of a
variety of different activities. These activities are subject

to different tax rates and/or classifications under the Revenue
Act, depending on the nature of the activity.

(a) Scope of rule. This rule explains the application of
t he busi ness and occupation (B&), public utility, retail sales,
and use taxes to persons performng activities associated with
ti mber harvest operations. This rule explains how the public
utility tax deduction available for the transportation of
commodities to an export facility (RCW 82.16.050) applies to the
transportation of |ogs (subsection (13)). It also explains how
the B&0O tax exenption provided by RCW 82.04.333 for snall tinber
harvesters applies (subsection (14)).

(b) Addi ti onal i nformation sour ces for activities
associated with tinber harvest operations. In addition to the
taxes addressed in this rule, the forest excise and real estate
excise taxes often apply to «certain activities or sales
associated with tinber harvest operations. Persons engaged in
ti mber harvest operations should refer to the following rules
for additional information:

(i) WAC 458-20-135 (Extracting natural products);

(i1) WAC 458-20-136 (Manufacturing, processing for hire,
fabricating);

(i) WAC 458-20-13601 (Manufacturers and processors for
hire--Sal es and use tax exenption for nmachinery and equi pnent);

(iv) Chapter 458-40 WAC (Taxation of forest Iland and

tinmber); and
(v) Chapter 458-61 WAC (Real estate excise tax).
(c) I nformati on r egar di ng short-rotation har dwoods.

Effective July 22, 2001, persons cultivating short-rotation
har dwoods are considered farners. Refer to WAC 458-20-122, 458-
20- 209, and 458-20-210 for tax-reporting information for farmers
and persons selling property to or performng horticultural
services for farners. "Short-rotation hardwods"” are hardwood
trees, such as, but not Iimted to, hybrid cottonwoods,
cultivated by agricultural nethods in growing cycles shorter
than 15 years. Chapter 97, Laws of 2001.

(2) Tinber harvesters. Ti nber harvesters may engage in
business activities that require them to report under the
extracting, manufacturing, and/or wholesaling or retailing B&O
tax classifications.

The definition of "extractor" (RCW 82.04.100) as it relates
to the harvesting of trees (other than plantation Christnmas
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trees) is generally identical to the definition of "harvester”
(RCW 84.33.035). An exception is the specific provisions in the
definition of "harvester” relating to trees harvested by
federal, state, and |local governnment entities. Both definitions
i nclude every person who from the person's own land or fromthe
| and of another under a right or license granted by |ease or
contract, either directly or by contracting with others for the
necessary | abor or nechanical services, fells, cuts (severs), or
takes tinber for sale or for commercial or industrial use. Both
definitions exclude persons performng under contract the

necessary | abor or nmechani cal services for t he
extractor/ harvester.
(a) Tinber purchasers to file information report. A

purchaser nust report to the departnent of revenue purchases of
privately owned tinber in an anmount exceeding two hundred
t housand board feet, if purchased in a voluntary sale made in
the ordinary course of business. The report nust contain the
purchaser's name and address, purchase information (dates,
price, descriptions of |and, acreage, and required inprovenents,
the volunme purchased, and cruise and thinning data) and all
rel evant information to the value of the tinber purchased.

This report nust be filed on or before the last day of the
nmonth follow ng the purchase of the tinmber. A two hundred fifty
dollar penalty may be inposed against a purchaser for each
failure to satisfy the requirenents for filing this report.
These filing requirenments becone effective July 1, 2001, and are
scheduled to expire July 1, 2004. Chapter 320, Laws of 2001.

(b) Extracti ng. The felling, cutting (severing from
land), or taking of +trees is an extracting activity. RCW
82. 04. 100. The extracting B&) tax applies to the value of the
products, which is the value of the severed trees prior to any
manuf acturing activity.

(c) Manufacturing. The cutting into Ilength (bucking),
del i mbi ng, and neasuring (for bucking) of felled, cut (severed),
or taken trees is a manufacturing activity. RCW 82.04.120. The
manufacturing B&0O tax applies to the value of the products,
which is generally the gross proceeds of sale, whether the
manuf act ured product is sold at retail or wholesale. Refer also
to RCW 82.04.450 and WAC 458-20-112 for nore information
regardi ng the val ue of products.

|f the product is delivered to a pint outside the state
transportation costs incurred by the seller from the |ast point
at which manufacturing takes place wthin Wshington may be
deducted from the gross proceeds of sale when determning the
val ue of the product. For exanple, in each situation bel ow
presune that the tinber harvester delivers the product to the
custoner at a point outside the state:

(i) If there is no further manufacturing subsequent to
manuf act uring conducted at the harvest site, the neasure of tax
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is the gross proceeds of the sale of the logs |Iless
transportation costs incurred by the seller from the harvest
site to delivery to the custoner

(i) If logs are hauled to a facility for processing into
| umber, poles, or piles, the neasure of tax is the gross
proceeds of sale of the |unber, pol es, or piles less
transportation costs incurred by the seller fromthe facility to
delivery to the custoner; and

(iti) If logs are hauled to a facility that only renoves
the bark, the neasure of tax is the gross proceeds of sale of
the logs less transportation costs incurred by the seller from
the harvest site to the custoner. This is because the nere
renmoval of bark is not a manufacturing activity.

However, if at that facility the debarking is a part of a
manuf acturing process (e.g., cutting the logs into |lunber), the
entire process, including the debarking, is a manufacturing
activity. In such a case, the neasure of tax is the gross
proceeds of sale of the products manufactured fromthe |ogs |ess
transportation costs incurred by the seller fromthe facility to
t he custoner.

(d) Selling. The sale of the logs is subject to either the
whol esaling or retailing B& ) tax, as the case may be, unless
exenpt by law. The neasure of tax is the gross proceeds of sale
wi t hout any deduction for transportation costs.

(1) When determ ning the gross proceeds of sale, the tinber
harvester may not deduct ampunts paid to others. For exanple, a
ti mber harvester enters into a contract with another person to
perform the necessary |abor and nechanical services for the
harvesting of tinmber. The harvester is to receive sixty percent
of the log sale proceeds, and the person contracting to perform
the services is to receive forty percent. The [|og buyer
purchases the logs for five hundred thousand dollars. The buyer
pays three hundred thousand dollars to the harvester and two
hundred thousand dollars to the person perforning the harvesting
servi ces. The harvester's gross proceeds of sale is five
hundred thousand dol | ars.

(ii) Retail sales tax nmust be collected and remtted on al
sales to consumers, again unless exenpt by |aw. Sel | ers nust
obtain resale certificates from their customers to docunent the
whol esal e nature of any transaction. (Refer to WAC 458-20-102
on resale certificates.)

(e) Miltiple activities tax credit (MATO. An extractor
and/or manufacturer who sells the product he or she extracts
and/ or manufactures nust report under each of the appropriate
"production” (extracting and/or nmanufacturing) and "selling"
(whol esaling or retailing) classifications of the B&O tax. RCW
82. 04. 440. The extractor and/or manufacturer may then claim a
multiple activities tax credit (MATC) for the extracting tax
(RCW 82.04.230) or nmanufacturing tax (RCW 82.04.240), provided
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the credit does not exceed the wholesaling or retailing tax
liability. See WAC 458-20-19301 (Multiple activities tax
credits) for a nore detailed explanation of the MATC reporting
requiremnents.

(3) Extractors for hire. Persons performng extracting
activities (labor or nechanical services) for tinber harvesters
are subject to the extracting for hire B& ) tax upon the gross
i ncone from those services. RCW 82. 04. 280( 3) . For exanple, a
person severing trees owned by a tinber harvester is performng
an extracting activity, and is considered an extractor for hire
with respect to those services. (See also WAC 458-20-135 for
nmore information regarding extractors for hire.) The neasure of
tax is the gross inconme from the services. This incone is not
subject to the retail sales tax.

Extracting activities commonly performed by extractors for
hire include, but are not limted to:

(a) Cutting or severing trees;

(b) Logging road construction or naintenance;

(c) Activities related to and perforned on tinber-producing
property that are necessary and incidental to tinber operations,
such as:

(1) Slash cleanup and burni ng;

(ii) Scarification;

(iii) Stream and pond cl eani ng or rebuil ding;

(1v) Restoration of |ogging roadways to a natural state;

(v) Restoration of wildlife habitat; and

(vi) Fire trail work.

(4) Processors for hire. Persons performng |abor or
mechani cal services for ti mber harvesters during t he
manuf acturing portion of a tinber harvest operation are subject
to the processing for hire B&0O tax. RCW 82. 04. 280( 3) . ( See

al so WAC 458-20-136 for nore information regarding processors
for hire.) For exanple, a person delinbing and bucking severed
trees at the harvest site is a processor for hire if another
person owns the severed trees. A person transporting |ogs by
hel i copter from where the |logs were severed to a |landing from
which the logs will be transported to a mll is generally a
processor for hire. However, if the manufacturing process on
those logs has not yet begun the helicopter operator is an
extractor for hire. The neasure of tax is the gross inconme from
t he services.

Persons performng processing for hire activities for
consuners nust collect retail sales tax on those services unless
ot herwi se exenpt by | aw.

(5) Hauling activities. Persons performng services for
tinber harvesters are often required to haul logs by notor
vehicle fromthe harvest site exclusively or in part over public
r oads. The inconme attributable to this hauling activity 1is
subject to the public utility tax. While the appropriate tax
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rate will generally be the notor transportation tax rate, refer
to WAC 458-20-180 for nore information regarding the distinction
between the notor and wurban transportation tax rates and
cl assifications. If the hauling is exclusively perfornmed over
private roads, the service and other activities B&0 tax applies.
For exanple, Hauler A hauls logs over private roads from the
harvest site to transfer site, at which the |ogs are unl oaded.
Haul er B hauls these |ogs over both private and public roads
fromthe transfer site to a mll. The income received by Haul er
A is subject to the service and other activities B&O tax. The
income received by Hauler B is subject to the appropriate
classification of the public utility tax.

(a) Subcontracting hauls to a third party. I f the person
subcontracts all of the hauling to a third party, the anount
paid to the third party is subject to the appropriate tax
classification for the hauling activity. If the hauling is
subject to the public utility tax, a deduction for the anount
paid to the third party nay be clained as jointly furnished
servi ces. RCW 82.16. 050(3). The law provides no simlar
deduction for hauls subject to the service and other activities
B&O t ax.

For exanple, EFH is hired by a tinber harvester to perform
t he necessary |abor and services to fell trees, delinb and buck
these trees to length, and haul the logs to a mll. EFH is paid
two hundred fifty thousand dollars. EFH hires Trucking to haul
all of the logs fromthe woods to the mll, in part over public
r oads. Trucking is paid one hundred thousand doll ars. The
amount of income received by EFH attributable to felling the
trees is fifty-five thousand dollars, while ninety-five thousand
dollars is attributable to delinbing and bucking the trees. EFH

will report fifty-five thousand dollars and ninety-five thousand
dollars under the extracting for hire and processing for hire
B&O tax classifications, respectively. EFH will report one
hundred thousand dollars under the appropriate public utility
tax classification, and claim a deduction for the full one
hundred thousand dollars as "jointly furnished services."

(b) Hauls using own equipnent. If the person hauls the

product wusing his or her own equipnent, and has established
hauling rates that he or she pays to third-parties for
conparable hauls, these rates may be used to establish the
nmeasure of tax for the hauling activity. Oherw se, the neasure

of the tax should be all costs attributable to the hauling
activity including, but not limted to, the followng costs
relative to the hauling equipnent: Depreciation; repair parts

and repair labor; and wages and benefits for enployees or
conpensation to contractors driving or mai ntaining the

equi pnent . If appropriate records are not nmmintained to
docunent these costs, the departnent wll accept one-third of
the gross incone derived from a contract for all [|abor or
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mechani cal services beginning with the cutting or severance of
trees through the hauling services as the neasure of the notor
transportation tax.

(c) Deduction for hauls to export facilities. Ref er al so
to subsection (13) below for information regarding the deduction
avai l able for certain log hauls to export facilities.

(6) Common tinber sale arrangenents. Persons who sel
and/or take tinmber may incur either a B&) tinber excise, or
real estate excise tax liability, or possibly both a B&  and a
timber excise tax liability. There are a nunber of ways in
whi ch harvesting activities are conducted and tinmber is sold.
The timng of the transfer of ownership of or the contractua
right to sever standing tinber determ nes which taxes are due
and who is liable for remtting tax.

The follow ng exanples briefly identify two conmon types of
timber sale arrangenents and then state a conclusion as to the
taxes that apply. These exanples are not an all-inclusive |ist
of the different types of tinber sale arrangenents, or the
variations that may occur. This information should only be used
as a general guide. The tax results of other types of
arrangenents nmust be determned only after a review of all the
facts and circunstances. These exanples presune that the trees
bei ng harvested are not Christmas trees, and that no partici pant
is a federal, state, or |ocal governnent entity.

(a) Sale of standing tinber (stunpage sales). In this type
of arrangenment, Seller (landowner or other owner of the rights
to standing tinber) sells standing tinber to Buyer. Buyer
receives title to the tinber from Seller before it is severed
from the stunp. Buyer may hire Contractor to perform the
harvesting activity.

The tax consequences are:

(i) Seller is liable for real estate excise tax. A sale of
real property has occurred under RCW 82.45.060. Refer to
chapter 458-61 WAC for information on remtting the real estate
exci se tax.

(ii) Buyer is liable for both tinber excise tax and B&O

t ax. Buyer is a "harvester"” under RCW 84.33.035 and an
"extractor" under RCW 82.04.100 because Buyer "from the

| and of another wunder a right or license . . . fells, cuts
(severs), or takes tinber for sale or for commercial or
i ndustrial use." (See subsection (2).)

(ii1) Contractor is liable for B&0) tax and possibly public
utility tax because Contractor "is perform ng under contract the

necessary | abor or mechani cal services for t he
extractor/harvester." (See subsections (3), (4), and (5).)
(b) Sale of harvested tinmber (logs). |In this type of sales

transaction, Seller (landowner or other owner of the rights to

standing tinber) hires Contractor to perform the harvesting

activity. Contractor obtains all the necessary cutting permts,
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performs all of the harvesting activities from severing the
trees to delivering the logs for scaling, and nakes all the
arrangenents for the sale of the | ogs. Contractor, in effect,
is performng the harvesting and nmarketing services for Seller
Seller retains title to the logs until after they are scal ed, at
which tinme title transfers to Buyer.

The tax consequences are:

(i) Seller is liable for both tinber excise tax and B&O
t ax. Seller is a "harvester"™ wunder RCW 84.33.035 and an
"extractor"” under RCW 82.04.100 because Seller is "the person
who fromthe person's own |land or fromthe | and of another under
a right or license granted by |ease or contract . . . fells,
cuts (severs), or takes tinber for sale or for commercial or
i ndustrial use." (See subsection (2).)

(ii) Contractor is liable for B&) tax and possibly public
utility tax because Contractor "is perform ng under contract the
necessary | abor or mechani cal services for t he
extractor/ harvester." (See subsections (3), (4), and (5).)

(ti1) There is no real estate excise tax liability because
there is no sale of real property under chapter 82.45 RCW

(7) Equi pnment and supplies used in tinber harvest
oper ati ons. The retail sales tax applies to all purchases of
equi pmrent, conponent parts of equipnment, and supplies by persons
engaging in tinber operations unless a specific exenption
applies. Purchases of fertilizer and spray materials (e.g.,
pesticides) for wuse in the cultivating of tinber are also
subject to the retail sales tax, unless purchased for resale as
t angi bl e personal property. |If the seller fails to collect the
appropriate retail sales tax, the buyer is required to remt the
retail sales tax (commonly referred to as "deferred retail sales
tax") or use tax directly to the departnent.

If a person using property in Washington incurs a use tax
liability, and prior to that use paid a retail sales or use tax
on the same property to another state or foreign country (or
political subdivision of either), that person may claima credit
for those taxes agai nst the Washington use tax liability.

(a) Exenpti on avai l abl e for certain manuf act uri ng
equi prent . RCW 82.08. 02565 and 82.12.02565 provide a retail
sal es and use tax exenption for certain machinery and equi pnent
used by nanufacturers. Persons engaged in both extracting and
manufacturing activities should refer to WAC 458-20-13601 for an
expl anati on of how these exenptions nay apply to them

(b) Property manufactured for conmmercial use. Per sons
manufacturing tangible personal property for comercial or
industrial use are subject to both the manufacturing B&) and use
taxes upon the value of the property manufactured, unless a

specific exenption applies. (See also WAC 458-20-134 on
commercial or industrial use and WAC 458-20-112 on the val ue of
products.) If the person also extracts the product, the
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extracting B&  tax is also due and a MATC may be taken.

For exanple, ABC Conpany severs trees, manufactures the
logs into lunber, and then wuses the lunber to construct an
of fice building. The use of the lunmber by ABC in constructing
its office building is a comercial or industrial use. ABC is
subject to the extracting and manufacturing B&0O taxes and nay
claima MATC. ABC is also responsible for remtting use tax on
the value of the lunber incorporated into the office building.

(8) Seeds and seedlings. Persons cultivating tinber often
purchase or collect tree seeds that are raised into tree

seedl i ngs. The growing of the seed may be perforned by the
person cultivating tinber, or through the use of a third-party
gr ower. In the case of a third-party grower, the seed is

provided to the grower and tree seedlings are received back
after a specified grow ng peri od.

(a) Responsibility to remt retail sales or use tax. The
purchase of seeds or seedlings by a person cultivating tinber is
subject to the retail sales tax. |If the seller fails to collect
retail sales tax, the buyer nust remt retail sales tax
(commonly referred to as "deferred sales tax") or use tax,
unl ess otherw se exenpt by law. The use of seed collected by a

person cultivating tinmber is subject to use tax. In the case of
seed provided to third-party growers in Wshington, the seed
owner, and not the third-party grower, incurs any use tax
l[iability upon the value of the seed. The value of seedlings
brought into and used in Washington is subject to the use tax,
unless retail sales or wuse tax was previously paid on the

seedlings or on the seed fromwhich the seedlings were grown.

(b) Limted sales and use tax exenptions for conifer seeds.
Chapter 129, Laws of 2001, provides retail sales and use tax
exenptions for certain sales and/or uses of conifer seeds. A
deferral nmechanismis also available if the buyer cannot at the
time of purchase determ ne whether the purchase is in whole or
in part eligible for the sales tax exenption.

(i) Retail sales tax exenption. Retail sales tax does not
apply to the sale of conifer seed that is imediately placed
into freezer storage operated by the seller if the seed is to be
used for growi ng tinber outside Washington. This exenption also
applies to the sale of conifer seed to an Indian tribe or nenber
and is to be used for growing tinber in Indian country, again
only if the seed is immediately placed into freezer storage
operated by the seller. For the purposes of this exenption,
"I'ndi an country" has the nmeaning given in RCW82.24.010.

This exenption applies only if the buyer provides the
seller with an exenption certificate in a form and manner
prescribed by the departnent. The seller must retain a copy of
the certificate to substantiate the exenpt nature of these
sal es.

(ii) Deferring paynment of retail sales tax if unable to
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determ ne whether purchase qualifies for the retail sales tax
exenpti on. If a buyer of conifer seed is normally engaged in
growing tinmber both within and outside Washington and is not
able to determne at the tinme of purchase whether the seed
acquired, or the seedlings germnated from the seed acquired,
will be used for growing tinber within or outside Wshington,
the buyer my defer paynent of the sales tax wuntil it 1is
determ ned that the seed, or seedlings germnated fromthe seed,
will be planted for growing tinber in Washington. A buyer that
does not pay sales tax on the purchase of conifer seed and
subsequently determnes that the sale did not qualify for the
tax exenption nust remt to the departnent the anmount of sales
tax that would have been paid at the tine of purchase. It is
inmportant to note that the sales tax liability nay be deferred
only if the seller inmediately places the conifer seed into
freezer storage operated by the seller.

(ti1) Tax paid at source deduction. A buyer who pays
retail sales tax on the purchase of <conifer seed and
subsequently determnes that the sale qualifies for this tax
exenption my claim a tax paid at source deduction on the
buyer's tax return. The deduction is allowed only if the buyer
keeps and preserves records that show from whom the seed was
purchased, the date of the purchase, the amount of the purchase,
and the tax that was paid.

(iv) Use tax exenption. Use tax does not apply to the use
of conifer seed to grow seedlings if the seedlings are grown by
a person other than the owner of the seed. This exenption
applies only if the seedlings wll be used for grow ng tinber
outside Washington, or if the owner of the conifer seed is an
Indian tribe or nenber and the seedlings will be used for
growi ng tinber in Indian country. If the owner of conifer seed
is not able to determne at the tinme the seed is used in a
growi ng process whether the use of the seed qualifies for this

exenption, the owner may defer paynment of the use tax until it
is determined that the seedlings will be planted for grow ng
timber in Washington. For the purposes of this exenption,
"“I'ndian country” has the nmeaning given in RCW82.24.010.

(9) Activities and/ or i ncome incidental to tinber
operati ons. The following activities or incone, and the
applicable tax classifications are often associated with tinber
oper ati ons. These tax-reporting requirenents apply even if
these activities are incidental to the person's prinmary business
activity.

(a) Taking other natural products from tinberl and. The

taki ng of natural products such as boughs, nushroonms, seeds, and

cones for sale or commercial or industrial use is subject to the

extracting B&O tax. The sale of these products is subject to

the wholesaling or retailing B&) tax, as the case may be.

Persons both extracting and selling natural products should
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refer to WAC 458-20-19301 (Multiple activities tax credit) for
an explanation of the MATC reporting requirenents. The retail
sales tax applies to sales to consuners, unless a specific
exenption applies.

(b) Tinber cruising, scaling, and access fees. Charges for
timber cruising, scaling services, and to allow others to use
private roads are subject to the service and other activities
B&O t ax. This tax classification also applies to access fees
for activities such as hunting, taking firewod, bough cutting,
mushr oom pi cki ng, or grazing. Charges to allow a person to take
an identified quantity of tangible personal property are
consi dered sales of that property (see subsection (9)(d) bel ow).

(c) Planting, thinning, and spraying. The service and
other activities B& tax applies to the gross proceeds of sale
received for planting trees or other vegetation, precomrercial
thinning, and spraying or applying fertilizers, pesticides, or
her bi ci des.

(d) Sales of firewood and Christmas trees. Sal es of
firewood, Christnas trees, and other tangible personal property
are either wholesale (subject to the wholesaling B& tax) or
retail (subject to the retailing B& and retail sales taxes)
sal es, depending on the nature of the transaction. (See WAC
458-20- 102 for an explanation of the docunentation requirenments
for wholesale sales.) These sales are often made in the nature
of charges allowing the buyer to select and take an identified
guantity of the property (e.g., six cords of firewod or two
Christnas trees).

(e) Unloading logs from | ogging trucks. The unl oadi ng of
logs from logging trucks onto rail cars at transfer points is
subject to the retailing B& and retail sales taxes when the
activity is a rental of equipnent with operator. RCW 82.04. 050.
(See also WAC 458-20-211 for nore information regarding the
rental of equipnment with an operator.) If this activity is not
a rental of equipnment with operator, the activity is subject to
the service and other activities B&0 tax. The unloadi ng of | ogs
from logging trucks is subject to the stevedoring B& tax if
performed at an export facility as a part of or to await future
novenment in waterborne export. (See also WAC 458-20-193D for
addi ti onal tax-reporting i nformation regar di ng services
associated with interstate or foreign conmerce.)

(f) Transporting logs by water. G oss inconme received for
transporting logs by water (e.g., |log boomng and rafting) or
log patrols is subject to the "other public service business"
classification of the public utility tax.

This tax classification applies to the gross incone from
this activity even if the person segregates a charge for
boonsticks used while transporting the logs. |In many cases | ogs
will be towed to a location specified by the custoner for
st or age. Any charges for boonsticks while the logs are stored
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are rentals of tangible personal property and subject to the
retailing B&O and retail sales tax if to a consuner. (See also
WAC 458-20-211 for nore information regarding the rental of
tangi bl e personal property.)

(g) Export sorting yard operations. Export sorting yard

operations generally consist of nultiple activities. These
activities can include, but are not necessarily limted to,
services such as weighing, tagging, banding, appraising, and
sorting of | ogs. O her incidental activities, such as the

debarki ng, renoval of inperfections such as crooks, knots,
splits, and seans, and trimmng of log ends to renove defects,
are also perforned as needed. | ncone received by persons
performng the export sorting yard activities as identified in
this subsection is subject to the service and other activities
B&O t ax.

(10) Harvesting Christnmas trees. Persons  grow ng,
produci ng, or harvesting Christmas trees are either farners or
extractors wunder the Jlaw, as explained below Activities

generally associated with the harvesting of Christnmas trees,
such as cutting, trinmng, shearing, and bailing (packaging) are
not manufacturing activities because they are not the "cutting,
del i mbi ng, and neasuring of felled, cut, or taken trees" under
RCW 82. 04. 120.

(a) Plantation Christnmas tree operations. Persons grow ng
or producing plantation Christnas trees on their own |ands or
upon lands in which they have a present right of possession are
farmers. RCW 82. 04. 213. Plantation Christmas trees are
Christmas trees that are exenpt from the tinber excise tax under
RCW 84.33.170. This requires that the Christnmas trees be grown

on land prepared by intensive cultivation and tilling, such as
irrigating, plowing, or turning over the soil, and on which al

unwanted plant growh s controlled continuously for the
exclusive purpose of raising Christmas trees. RCW 82. 04. 035,

84.33. 170, and 84. 33. 035.

(1) Wwolesale sales of plantation Christmas trees by
farmers are exenpt from B& ) tax. RCW 82.04. 330. Retail sales
of plantation Christmas trees by farmers are subject to the
retailing B& and retail sales taxes. See al so WAC 458-20-210
(Sal es of agricultural products by farners.)

(ii) Farmers growing or producing plantation Christmas
trees may purchase seeds, seedlings, fertilizer, and spray
materials at whol esal e. RCW 82. 04. 050 and 82. 04. 060. See al so
WAC 458-20-122 (Sales of feed, seed, fertilizer, spray
materials, and other tangible personal property for farmuse).

(iii) Persons performng cultivation or harvesting services
for farnmers are generally subject to the service and other
activities B&) tax upon the gross incone from those services.
See also WAC 458-20-209 (Farming for hire and horticultural
services performed for farmers).
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(b) Oher Christnmas tree operations. Persons who either
directly or by contracting with others for the necessary | abor

or nechanical services fell, cut, or take Christnmas trees other
than plantation Christnmas trees are extractors. RCW 82. 04. 100.
The t ax-reporting I nstructions regar di ng extracting and

extracting for hire activities provided elsewhere in this rule
apply.

(11) Tinber harvest operations in conjunction with other
land clearing or construction activities. Persons sonetines
engage in tinber harvest operations in conjunction with the
clearing of land for and/or the construction of residential
comunities, golf courses, parks, or other developnent. In such
cases, these persons are engaging in separate business
activities, each of which nmay be subject to different tax

liabilities. Incone attributable to the tinber harvest
operations is subject to the tax classifications as described
el sewhere in this rule. Income attributable to the clearing of

land for and/or the construction of the residential community,
golf course, park, or other developnent is subject to the
whol esal i ng, retailing, retail sal es, or public r oad
construction taxes, as the case may be. Refer to WAC 458-20-
170, 458-20-171, and/or 458-20-172 for tax-reporting information
regardi ng these construction activities. Persons cutting and/or
trimmng trees after the land is developed should refer to WAC
458- 20- 226 (Landscape and horticultural services).

(12) Loggi ng r oad construction and mai nt enance.
Constructing or maintaining |ogging roads (whether active or
inactive) is considered an extracting activity. I ncone derived
from this activity is subject to the extracting or extracting
for hire B&) tax, as the case my be. This incone is not
subject to the retail sales tax. A person constructing or
maintaining a logging road is a consunmer of all materials

incorporated into the logging road. The purchase and/or use of
these materials is subject to either the retail sales or use
t ax.

(a) Logging road materials provided wthout charge.
Landowner s/ ti mber harvesters my provide materials (e.qg.,
crushed rock) wthout charge +to persons constructing or
mai ntai ning |logging roads. In such cases, while both the person
providing the materials w thout charge and the person applying
the materials to the road are consunmers under the law, tax is
due only once on the value of the materials. The person
constructing or nmaintaining the roads 1is responsible for
remtting use tax on the value of the materials, unless that
person docunents that the |andowner and/or tinber harvester
previously remtted the appropriate retail sales or use tax.

Al ternatively, the person may take a witten statenent from
t he | andowner/ti nber har vest er certifying t hat t he
| andowner/tinber harvester has remtted (for past periods)
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and/or will remt (for future periods) all applicable retail
sales or use taxes due on materials provided w thout charge.
This statenent nust identify the period of time, not to exceed
four years, for which it is effective. The statenent nust
identify the |andowner/tinber harvester's tax reporting account
nunber and nust be signed by a person who is authorized to nake
such a representation

(b) Extracted and/or manufactured |ogging road naterials.
Persons constructing or maintaining |ogging roads are subject to
the B&) and use taxes on the value of applied materials they
extract and/or manufacture from private pits, quarries, or other
| ocations. The neasure of tax is the value of the extracted or
manuf act ured products, as the case may be. See WAC 458-20-112
for additional information regarding how to determ ne the "val ue
of products.”

(1) If the person either directly or by contracting with
others extracts and crushes, washes, screens, or blends
materials to be incorporated into the road, extracting B&O tax
is due on the value of the extracted product before any
manuf acturing. The manufacturing B& and use taxes are al so due
upon the value of manufactured product. If the "cost basis" is
the appropriate method for determining the value of products
under WAC 458-20-112, this wvalue includes the cost of
transportation to a processing point, but does not include any
transportation from the processing point to the road site. A
MATC may be taken under the B&0 tax classification as explained
in WAC 458-20-19301.

(it) In the case of fill dirt, sand, gravel, or rock that
is extracted from a location away from the logging road site,
but not further processed, extracting B& and use taxes are due
upon the value of the extracted product. If the "cost of
production basis" is the appropriate nethod for determ ning the
val ue of products under WAC 458-20-112, this value does not
i ncl ude transportation costs to the road site.

(tit) The nere severance of fill dirt, sand, gravel, or
rock from outcroppings at the side of a logging road for
pl acenent in the road is a part of the | ogging road construction
or maintenance activity. The person incorporating these
materials into the road does not incur an extracting and/or use
tax liability with respect to these materials.

(13) Deduction for hauling logs to export yards. RCW
82.16.050 provides a public utility tax deduction for anounts
derived from the transportation of commodities from points of
origin wthin this state to an export elevator, wharf, dock, or
shi pside ("export facility") on tidewater or navi gabl e
tributaries of tidewaters. The commodities nust be forwarded
fromthe facility, without intervening transportation, by vessel
and in their original form to an interstate or foreign
destinati on. No deduction is allowed when the point of origin
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and the point of delivery are l|located within the corporate
l[imts of the sane city or town.

(a) Conditions for deduction. This deduction is available
only to the person making the last haul, not including hauls
within the export facility, before the I ogs are put on the ship.
This deduction is not available if the haul starts in the sane
city or town where the export facility is | ocated.

The deduction is available only if:

(i) The logs eventually go by vessel to another state or
country; and

(ii) The form of the |ogs does not change between the tine
the logs are delivered to the export facility and the tine the
| ogs are put on the ship. The nmere renoval of bark from the
| ogs (debarking) and/or the incidental renoval of inperfections
(see subsection (9)(g), above) while the logs are at the export
facility is not itself a manufacturing activity, nor does it
result in a change in the "original fornmf of the logs as
cont enpl ated by RCW 82. 16. 050.

(b) Docunentation requirenents for deduction. The 1 og
haul er nust prove entitlement to the deduction. Del i very
tickets that show delivery to an export facility are not, alone,
sufficient proof. A certificate from the export facility

operator is acceptable additional proof if it is substantially
in the followng form Rather than a certificate covering each
haul , a "blanket certificate”" may be used for a one-year period
of time if no significant changes in operation will occur within
this period of tine.

Exenption certificate for logs delivered to an export facility

The undersigned export facility operator hereby certifies:

That percentage or more of all logs hauled to the storage facilities at
, the same |ocated on tidewater or navigable tributaries thereto, will be shipped by

vessel directly to an out-of-state or foreign destination and the following conditions will be met:

1. Thelogs will not go through a process to change the form of the logs before

shipment to another state or country.

2. There will be no intervening transportation of these logs from the time of receipt at

the export facility until loaded on the vessel for the interstate or foreign journey.

Trucking Firm

Trucking Firm Address

Trucking Firm UBI#

Export Facility Operator

Operator UBI#

Person Giving Statement
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Title of Person Giving Statement

Date

(c) Exanples. The follow ng exanples identify a nunber of
facts and then state a conclusion regarding the deductibility of
inconme derived from hauling logs to export facilities. Unl ess
specifically provided otherwise, presune that the logs are
shipped directly to another country from the export facility.
These exanples should be used only as a general guide. The tax
results of other situations nust be determ ned after a review of
all of the facts and circunstances.

(i) Logs are hauled from the harvest site to an export
facility. VWiile the bark will be renoved from fifty percent of
the logs, no other processing takes place. Because the nere
removal of bark is not considered a change in the form of the
| ogs, the export facility may provide a certificate in the above
form indicating that all logs at this facility wll ultimtely
be shipped to another country. The hauler may then claim a
deduction for one hundred percent of this haul

(ii) Logs are hauled from the harvest site to an export
sorting area. At this location further sorting takes place and
ei ghty percent of the logs are haul ed approximtely one nmle on
public roads to shipside and shipped to another country. The
other twenty percent of the logs are sold to local sawmlls.
The haul to the sorting yard is subject to tax because there is
another haul from the sorting yard to shipside. It is
immterial that the hauler nay be paid based on an "export"
rate.

The haul fromthe sorting yard to shipside is deductible if
it does not start and end within the corporate limts of the
same city or town, and the hauler obtains the appropriate

exenption certificate. The haul to the local sawmlls is not
deducti bl e.

(iii) Logs are hauled from the harvest site to an export
facility. The hauler is aware that all logs will need to be

hauled a distance of approximately one-half mle across the
export facility yard to reach the ship when it arrives at the
dock. The dock is located next to the export facility. The
hauler may take the deduction, provided the appropriate
exenption certificate is obtained. Movenment of the logs wthin
the export facility is not an intervening haul

(14) Small tinber harvesters--Business and occupation tax
exenpti on. RCW 82.04. 333 provides a |imted exenption from B&O
tax for small harvesters whose val ue of product harvested, gross
proceeds of |og sales, or gross income of the tinber harvesting
business is | ess than one hundred thousand dollars per year.

A "small harvester"” is a harvester who takes tinber in an
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anount not exceeding two mllion board feet in a cal endar year
It is inportant to note that whenever the United States or any
instrumentality thereof, the state, including its departnments
and institutions and political subdivisions, or any nunicipal
corporation therein, fells, cuts, or takes tinber for sale or
for commercial or industrial use, not exceeding these anounts,
the small harvester is the first person other than the United
States or any instrunentality thereof, the state, including its
departnments and institutions and political subdivisions, or any
muni ci pal corporation therein, who acquires title to or a
possessory interest in such tinmber. RCW84.33.073.

(a) Registration - tax return. A person whose only
busi ness activity is as small harvester of tinber and whose
gross inconme in a calendar year fromthe harvesting of tinber is
less than one hundred thousand dollars, is not required to
register with the departnent for B&0O tax purposes. This person
must nonetheless register with the forest tax division of the
departnent for paynment of the tinber excise tax. (See also
chapters 84.33 RCW and 458-40 WAC for nore information regarding
the tinber excise tax.)

An unregistered small harvester of tinber is required to
register with the departnment for B&0O tax purposes in the nonth
when the gross proceeds received during a cal endar year fromthe
ti mber harvested exceed the exenpt anount. The harvester nust
then file and report on a return all proceeds received during
the calendar year to the tinme when the filing of a return is

required.

(b) Exanpl es. The follow ng exanples identify a nunber of
facts and then state a concl usion. These exanples should be
used only as a general guide. The tax results of other
situations nust be determned after a review of all facts and
ci rcunst ances. In each exanple, the harvester nust register

with the departnent's forest tax division for the paynent of
ti mber excise tax, and must report under the appropriate tax
classifications as described above in this rule.

(i) A small harvester not currently registered with the
departnment for B&O tax purposes harvests tinber in June and
again in August, receiving fifty thousand dollars in June and
two hundred thousand dollars in August fromthe sale of the |ogs
har vest ed.

B&O tax is due on the entire two hundred fifty thousand
dollars received from the sale of 1o0gs. The small harvester
must register with the departnent in August when the receipts
from the tinber harvesting business exceed the one hundred
t housand dollars exenption anobunt. A tax return is to be filed
in the appropriate period as provided i n WAC 458-20-22801.

(iit) A person is primarily engaged in another business that
is currently registered with the departnment for B&O tax purposes
and has nmonthly receipts of two hundred fifty thousand doll ars.
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The person is a small harvester under RCW 84.33.073 and receives
si xty thousand dollars fromthe sale of the tinber harvested.

B&O tax remains due on two hundred fifty thousand dollars
from the other business activities. The sixty thousand dollars
received fromthe sale of logs is exenpt and is not reported on
the person's conbined excise tax return. The exenption applies
to the activity of harvesting tinber and receipts fromthe sale
of logs are not conbined with the receipts from other business
activities to make the sale of |ogs taxable.

(iii) A small harvester not otherwi se registered with the
departnent for B&O tax purposes contracts with a | oggi ng conpany
to provide the |abor and nechanical services of the harvesting.
The small harvester is to receive sixty percent and the |ogging
conpany forty percent of the log sale proceeds. The 1og
purchaser pays two hundred fifty thousand dollars for the | ogs
during the calendar year, paying one hundred fifty thousand
dollars to the small harvester and one hundred thousand dollars
to the | oggi ng conpany.

For the small harvester, B& tax is due on the entire two
hundred fifty thousand dollars paid for the | ogs. The smal
harvester is taxed upon the gross sales price of the |ogs
wi t hout deduction for the amount paid to the |ogging conpany.
RCW 82. 04. 070. The small harvester nust register with the
departnment for B&O tax purposes in the nonth when, for the
cal endar year, the proceeds fromall tinber harvested exceed one

hundred thousand doll ars. The | ogging conpany is taxed on the
one hundred thousand dollars it received under the appropriate
busi ness tax classification(s). The logging conpany is not a

smal | harvester as defined in RCW84. 33. 073.
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